International 
Marketing Information 
Series 


| 


axl 


Foreign Economic Trends 
and Their Implications 
for the United States 


AUGUST 1988 


FET 88-83 
Frequency: Annual 
Supersedes: 87-69 


PREPARED BY 
AMERICAN EMBASSY KINSHASA 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 
Washington, D.C. 20230 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. ae a 
tion, $55.00. Foreign mailing $13.75 additional. Single copies, $1.00, available from Publications Sales Br ; 
Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars unless noted) 


Domestic Economy 1983 1984 
Population (millions) 30.0 31.0 
Population growth (%) 3.0 3.0 
GDP (rate or real growth) 0.8 2.8 
Govt. surplus of deficit 
as % of GDP ai er =—O5:7 
Principal Exports: 
Copper (thousands of 
metric tons) 480 506 503 500 
Cobalt (metric Tons) ; 12,600 9,300 14,000 10,500 
Crude oil (thousands 
of barrels) ‘ 12,000 12,000 11,700 # £11,700 
Coffee (metric tons) : 77,257 65,000 146,000 121,000 


Money, Credit and Prices 
(millions of zaires) 
Money supply : : 24,745 38,927 74,500 
Credit to public sector : ; 14,847. 24,900 33,300 
Credit to private sector ; ; 9,687 14,195 27 , 500 
Consumer price index 

% Change 76. 39.0 40.0 100.0 
London copper price 

(U.S. cents per pound) Fas : 65.0 64.0 74.0 


Balance of Payments 
Total exports (FOB) 1,686 ; 1,889 1,844 1,750 
Total imports (CIF) 1,330 j 1,482 1,527 1,620 
Trade balance 356 406 347 130 
Current account balance ~§33, —264 -350 -730 
Foreign debt (year end) * 4,150 . 4,630 5,570° 5,600 
—Debt service paid 222 372 330 211 
-Debt service due3 633 786 872 942 
—Debt service paid as % 
of mechandise exports 13.2 ° 19.7 17.9 12.1 
Foreign exchange reserves 80 189 269 181 
Average exchange rate for year 
(zaires per US dollar) 13 36 50 60 113 


U. 

U. 70.0 82.0 102.5 104.2 103.0 
U. 366.0 502.0 414.7 238.7 320.8 
U. S. bilateral aid a 53.7 68.0 72.0 67.1 


—Economic 27.9 45.9 59.6 63.6 61.8 
“Military 10.0 7.8 8.4 8.4 5.3 


Principal U.S. exports (1987): mining and transport equipment, wheat and 
wheat flour, used clothing. 

Principal U.S. imports (1987); crude oil, zinc, copper. 

Sources: IMF, World Bank, Government of Zaire, U.S. Embassy Kinshasa, and 
U.S. Dept. of Commerce. 

1) Excludes IMF credit; 2) After rescheduling; 3) Before rescheduling; 4) U.S. 
Embassy estimates except for U.S. trade, money supply, credit and aid data; 5) 
Increase in debt outstanding in 1986 reflects primarily exchange rate changes; 
in SDR terms the 1986 figure is only moderately higher than the 1985 figure. 





SUMMARY 


In 1987, Zaire continued to experience the serious economic 
difficulties which have beset the country since mid-1986. Although 
real GDP growth has continued at a modest 2.5-2.7 percent over the 
past 3 years, precipitous declines in export earnings (when priced 
in SDRs) from copper, cobalt, and coffee during the same period 
have placed a severe strain on the economy. Reduced export 
earnings have meant lower government tax revenues and increased 
deficit spending which in turn have caused inflation to soar and 
the exchange rate to depreciate significantly. During the last 
quarter of 1987 and the first quarter of 1988, the private sector 
found it increasingly difficult to obtain foreign exchange at the 


official rate and the parallel or black market became increasingly 
active. 


In 1987 and early 1988, Zaire lost hard won ground gained in 
1983-85 through a rigorous economic reform program implemented 
with the support of the International Monetary Fund. Nonetheless, 
the Zairian authorities are committed to pursue a structural 
adjustment 

program to address Zaire's underlying economic problems and, as of 
May 1988, were negotiating with the World Bank and the IMF on the 
parameters of a new adjustment program. In spite of current 
difficulties, the business environment continues to benefit from 
earlier reforms: foreign firms may repatriate profits; prices have 
been decontrolled for the most part; trade regulations have been 
liberalized; and progress has been made in reducing external 
payments arrears. 


Zaire's ability to move its economy from stabilization to sustained 
economic growth will depend on mobilizing substantial additional 
resources and addressing the following major constraints: a heavy 
and growing external debt burden; dependence on primary commodity 
exports which do not have encouraging price prospects; outdated 

and deteriorating physical infrastructure; and an inadequate 
public investment program. 


ZAIRE UNDERTAKES MAJOR ECONOMIC REFORMS 


Reform Program of 1983-87. In 1983, the Government of Zaire 
undertook a far-reaching fiscal and monetary reform program to 
improve its economic and financial situation and generate a more 
open and competitive economy. 


During the late 1970s and early 1980s, Zaire experienced severe 
economic problems for the following reasons: a sharp drop in the 
price of copper, its principal export commodity; the need to 
continue to service large foreign debts contracted to finance non- 
productive investment projects; the economic disruption resulting 
from the "Zairianization" or expropriation program of 1974; and an 





overvalued exchange rate, high inflation, and large budget 
deficits. During this period the country's infrastructure progres- 
sively decayed. From being a food exporter, Zaire became a net 
importer as many plantations ceased to function and agricultural 
prices were fixed at low levels. In 1982, real gross domestic 
product (GDP) contracted by 2.2 percent; consumer prices rose at an 
annual rate of 37 percent; and arrears on external debt service 
payments were about $938 million. 


On September 12, 1983, Zaire implemented an economic stabilization 
program to deal with this crisis. The national currency, the 
zaire, was significantly devalued, and an interbank market was 
established to determine the value of the currency on the basis of 
supply and demand. In addition, except for petroleum products, 
public utilities, and transportation, most prices were 
decontrolled. Steps were taken to limit government expenditures 
and reduce the government deficit; the trade regime was liberalized 
and customs duties revised; a series of actions were initiated to 
reform government-owned enterprises and reduce their burden on the 
state budget; efforts were made to regularize external debt service 
payments and eliminate commercial arrears over time; and finally, 
the first steps were taken to establish a domestic money market 
through the sale to the public of short-term treasury bills. 


These measures enabled Zaire's economy to move firmly onto a 
stabilization path. The budget deficit, which was 6 percent of 


GDP in 1982, turned into a budget surplus (about 1 percent of GDP) 
in 1985; the external current account deficit (after rescheduling) 
declined from 4.8 percent of GDP in 1982 to 1.8 percent in 1985; 
and the rate of inflation, which soared to 76 percent in 1983, was 
reduced to 39 percent in 1985. Results in terms of economic 
growth were mixed. Following a real GDP decline of 2.2 percent in 
1982, growth picked up in 1983 and reached 2.5 percent in 1985. 


Unfortunately, 1986 and 1987 were difficult years for the Zairian 
economy. Although the GDP continued to grow at about 2.5 percent 
in real terms, export earnings fell dramatically. GDP is valued 
at about $5 billion and per capita income is about $170 In 1986, 
export earnings plunged by SDR 250 million from 1985 levels and in 
1987 they fell another SDR 230 million, due to declines in the 
prices of principal exports. Although 1986 was a banner year for 
coffee which became Zaire's second biggest foreign exchange 

earner overall export performance was disappointing due to 
depressed prices for copper, cobalt and crude oil. In 1987 copper 
prices recovered but cobalt prices remained low, coffee revenues 
were cut in half, because of declines in price and export volume, 
and crude oil prices remained low. (This falloff in exports is not 
evident in the dollar figures. For this reason, we use the SDR 
figures here to highlight the economic impact of the fall-off in 
export receipts, i.e., Zaire's reduced ability to purchase imports, 
because most of Zaire's imports come from Europe and are priced in 
currencies which have appreciated against the dollar.) 





With foreign exchange less readily available and government tax 
receipts down, the government sharply increased deficit spending 

in 1986 and again in 1987. Inflation accelerated to a rate of 100 
percent in 1987, and the zaire began to depreciate rapidly. The 
solid gains from the reform program, clearly evident in 1985, began 
to erode. These disturbing trends continued during the first 
quarter of 1988. 


Zaire's stabilization and adjustment efforts during the past 5 1/2 
years have been strongly supported by the International Monetary 
Fund, Zaire's bilateral and multilateral donors, and external 
creditors. After successfully completing two standby arrangements 
with the IMF in 1985 and 1986, Zaire entered into a 22-month $322 
million standby arrangement with the IMF in May 1986. 

By the fourth quarter, however, Zaire was no longer in compliance 
with the program because of deficit spending which exceeded agreed 
ceilings and because declines in the international prices of its 
major exports rendered unrealistic the economic assumptions on 
which the program has been based. In May 1987, Zaire implemented 
a new structural adjustment program with the support of the IMF 
and World Bank and was able to draw $178 million from the IMF and 
borrow the first half of a $165 million structural adjust credit 
(SAC) from the World Bank in 1987. Unfortunately, because of 
excessive deficit spending in the second and third quarters, Zaire 
became ineligible to draw under the standby. As of May 1988, the 
IMF and the Government of Zaire were discussing continuation of 


the current 3-year (1987-89) structural adjustment facility (SAF) 
program. If agreement is reached on a new macroeconomic 
framework, Zaire would be eligible to draw $120 million from the 
IMF and would receive the second half of the World Bank's SAC in 
1988. 


In May 1987, Zaire's official creditors agreed in the framework of 
the Paris Club to a capitalization of 1987 arrears and debt 
service payments due from May 1987 to May 1988. An informal 
arrangement for payment of interest arrears was also negotiated 
with Zaire's commercial bank creditors in the London Club. 
Assuming agreement is reached with the IMF on the SAF, Zaire is 
expected to return to the Paris Club in the summer of 1988 for 
further debt relief. Since 1983, Zaire has fulfilled on schedule 
its payment obligations to the Paris Club creditors, except for the 
arrears which appeared in the first quarter of 1987 and again in 
the first quarter of 1988. 


Exchange Market Developments. The reform of the foreign exchange 
system was the center piece of the adjustment program of 1983. 
Prior to it, the zaire was significantly overvalued. The results 
were consistent shortages of hard currency at the official rate, 
which made it difficult for local industries to import necessary 
inputs and spare parts, prevented the repatriation of profits by 
overseas investors and multinationals, and gave rise to a 





"parallel" foreign exchange market where the zaire sold at a 
fraction of its official value. On the eve of the currency reform, 
the official rate was 6 zaires per dollar while on the parallel 
market a dollar sold for 26 zaires. 


The 1983 adjustment program led to a devaluation in the zaire of 
77.5 percent against the SDR followed by a phased institution of a 
floating exchange rate system determined by supply and demand. As 
a result, up until mid-1986, transactions on the parallel market 
declined substantially; the supply of foreign exchange at the 
official rate increased markedly; and traders where readily able 
to purchase foreign exchange from commercial banks for import of 
necessary inputs. These improvements notwithstanding, restrictive 
monetary and fiscal policies have made it difficult for many firms 
to muster the deposit in local currency the commercial banks 
require to open a letter of credit for imports. 


As mentioned above, because of increased deficit spending and a 
sharp decrease in the availability of foreign exchange in 1986 and 
1987, the zaire depreciated rapidly in 1987, and in late 1987 the 
parallel or black market returned as a significant economic 
channel. In 1987, the zaire depreciated 92 percent against the 
dollar and 223 percent against the Belgian franc. Nonetheless, as 
a result of the 1983 exchange system reform, companies with foreign 
participation are still allowed to transfer dividends abroad. 


External Debt Burden. At the end of 1987, Zaire's medium- and 
long-term debt outstanding (excluding the IMF) totaled $5.6 
billion, most of which is owed to bilateral government creditors, 
while multilateral institutions account for 14 percent and 
commercial banks account for about 6 percent. Annual debt 
reschedulings have reduced actual debt service payments to about 
40 percent of contractual debt-service due. However, it should be 
noted that conventional measures of debt service do not include 
IMF credits. If the IMF changes and repurchases were added, 
Zaire's contractual debt service due in 1987, for example, would 
have totaled $1,164 million instead of $942 million and actual 
debt service paid in 1987 would have totaled $432 million, 
representing 25 percent of merchandise exports, rather than the 12 
percent or $211 million shown on page 2. 


Budget. From a deficit in 1982 equal to 6 percent of GDP, Zaire 
was able to achieve a modest budgetary surplus in 1985. In 1987, 
in spite of continued efforts to increase revenues and curtail 
expenditures, the deficit soared again to almost 5 percent of GDP. 


The budgetary impact of Zaire's mounting debt burden continued to 
be heavy despite debt relief. The local currency cost of external 
debt service payments increased substantially with the depreciation 
of the zaire. Payments of external debt service, including 





reduction of arrears, rose from 11 percent of total government 
expenditures in 1982 to 28 percent in 1987. 


Money, Credit,and Inflation. In 1982, Zaire was financing its 
large budget deficits by borrowing from the domestic banking 
sector, which in turn led to excessive growth in the money supply 
and rapid inflation. A key element of the 1983 stabilization 
program was to control the growth of the money supply and inflation 
by progressively restricting credit expansion. In addition to 
lifting controls on interest rates in 1983 and sharply reducing 
domestic credit, the Zairian authorities also decided to establish 
a domestic money market in 1984 with the sale of short-term 
treasury bills. In 1987 these bills were sold at annual interest 
rates of 34-45 percent. 


During the period 1983 to mid-year 1986, these various measures 
resulted in a sharp decrease in domestic liquidity, an increase in 
commercial bank deposit rates, and lessening of pressure on the 
exchange rate and on prices. In June 1986, however, because of 
unchecked government deficit spending, a period of sharply 
increased domestic liquidity, inflation and pressure on the 
exchange rate began. In 1987, $160 million was made available 
under two structural adjustment credits from the World Bank, under 
which foreign exchange was channelled through the commercial 
banking system to the private sector for necessary imports. These 
funds helped ease somewhat the credit and foreign exchange 
shortages confronting the business sector. Nonetheless, in 1987 
the rate of inflation soared to 100 percent and the money supply 
increased by 90 percent. These unsettling trends continued during 
the first quarter of 1988. 


Reform of Public Enterprises. Inefficient publicly owned 
enterprises, or parastatals have contributed to Zaire's troubled 
economic history and severely drained the public budget. Zaire is 
taking steps to reduce the role of the public sector in the 
economy and increase the efficiency of parastatals. 


In agriculture, a program of divestiture has led to the privatiza- 
tion of some parastatals and the elimination of others. In the 
mining sector, Gecamines, the government-owned copper, zinc, and 
cobalt producer, has benefited from a major reorganization which 
has allowed it to improve operations, retain control over its 
sales receipts, and increase tax payments and dividends to the 
government. Efforts are also being made to improve the operations 
and management of the parastatals in the key transport and 
utilities sectors. In 1985, a new national trading corporation, 
SONATRAD, was established to improve purchasing procedures of the 
major public enterprises. Within the context of a $165 million 
World Bank structural adjustment credit, Zaire is reviewing the 
performance of all parastatals with a view to eliminating the 
least efficient and privatizing others. 





Prospects for Sustained Growth. Zaire has indicated that it 
intends to continue its stabilization program with the support of 
the IMF, World Bank, and bilateral donors. This is commendable, 
especially since weak export prices and low export earnings--which 
in 1986 and 1987 generated pressures on the balance of payments 
and led to a tight foreign exchange situation, a depreciation of 
the zaire and increase in inflation, slower growth in imports, and 
an adverse impact on overall economic growth -- are expected to 
continue in 1988. 


Zaire's ability to consolidate the gains from its stabilization 
effort and translate them into sustained economic growth over the 
medium term depends on its being able to address the following 
major constraints: (a) a heavy external debt-burden, which is 
growing as a result of repeated reschedulings at market interest 
rates; (b) dependence on the export of primary commodities-- 
copper, cobalt, oil, and coffee--which do not have encouraging 
price prospects; (c) outdated and deteriorating physical 
infrastructure; (d) a weak institutional environment; and (e) an 
insufficient public investment program. In the final analysis, if 
it is to move from stabilization to growth, Zaire will need to 
mobilize and invest substantial additional resources--generated 
externally as well as internally. 


New Investment Code. The investment code promulgated in April 
1986 is an important step towards restoring investor confidence 
and mobilizing foreign capital. The code incorporates various 
existing tax benefits and introduces new ones. Fiscal advantages 
fall into three main categories. 


The first category applies to minimum investment of 10 million 
zaires or about $60,000. These investments are eligible for 
exemptions from certain taxes, i.e., customs duties and turnover 
taxes. In addition, new firms will be exempt from professional 
income taxes and established firms will be given a reduction. The 
second category applies to investment over 500 million zaires or 
about $3 million that not only comply with the general criteria 
but are also of special importance to the country's development. 
Advantages more favorable than those of the general category are 
negotiated on an ad hoc basis. The third category applies to the 
Inga industrial free zone (ZOFI). In addition, benefits similar 


to those available in the general category are to be offered to 
small and medium-size firms. 


Further advantages may be offered investors depending on the 
location of the enterprise, number of jobs generated, type of 
activity, training and promotion of local staff, export 
orientation, and value: added to local resources. Most of the 
benefits are available for 5 years, but may range from 1-10 years 
and even longer for mining ventures. Repatriation of profits and 
earnings is guaranteed for foreign investors. 





The Bilateral Investment Treaty signed in 1984 by the United States 
and Zaire (but not yet ratified by the U.S. Senate) offers American 
investors additional guarantees in the area of transfer of profits, 
employment of necessary expatriate technical and managerial 
personnel, and dispute settlement. Finally, it should be noted 
that Zaire is expected shortly to become a member of the World 
Bank's Multilateral Investment Guarantee Agency (MIGA). MIGA 
would insure new foreign investments in Zaire against such risks 

as currency manipulation, expropriation, and civil unrest. 


IMPLICATIONS FOR THE UNITED STATES 


The Government of Zaires' economic reform efforts since 1983 have 
improved prospects for an expanded U.S. business role in a broad 
range of activities. The Government of Zaire's greater emphasis 
on private initiative and reduction of government regulation, 


including abolition of price controls, has improved the investment 
climate. 


Though opportunities exist for sales of a broad range of products, 
the U.S. Embassy judges that prospects are best for the following 
products: forestry equipment (logging and sawmill); construction 
supplies and machinery; mining and extraction machinery; trucks, 
trailers, and buses; textile products (especially used clothing) ; 
plastic production equipment; and marine equipment (diesel 
engines). In addition, Zaire is likely to remain a net food 


importer for some time. Though much food is imported under the 
Food for Peace Program (PL-480) and Export Enhancement Programs, 
U.S. exporters should also focus on non-U.S. Government assisted 
sales of processed foods to the major private importers 
concentrated in Kinshasa. 


U.S. corporations invested heavily in Zaire in the early 1970s. 
Chevron, Continental Grain, and Mobil, for example, have signifi- 
cant facilities in Zaire. In addition, U.S. companies are active 
in such fields as banking, hotels, car rental, accounting, and 
law. However, most of these firms have experienced difficulties 
during the past decade because of foreign exchange shortages and 
the difficult operating environment. Thus the picture has been 
mixed in the past several years with several American 
multinational firms having sold their local operations, others 


expanding their businesses, and two firms purchasing local 
factories. 
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SIGN UP FOR 
FREE PRIORITY ANNOUNCEMENT SERVICE 


To Learn About New Government 


Books For Exporters 


You can find out about new United States Government books on how to get started 
exporting, guides on how to export more profitably, as well as statistics on exporting 
and books on exporting to specific countries, and much more through a new Priority 
Announcement Service. This service lets you know about these new information products 
just as soon as they are published. 


To get on this Priority Announcement mailing list, fill out the request form below 
and mail it today. 


Priority Announcement Request Form 


| | Yes y Please put me on your free Priority Announcement List (N-524) so 


| can find out about new books for exporters issued by the U.S. Government and sold by the 
Superintendent of Documents. 

PLEASE NOTE: If you have already asked to have your name placed on this list, please do not 
complete this form. You will receive announcements of new books as soon as they are published. 


(Please type or print. Thank you.) 


— eee 


aa Ht 


(Address) 
Mail this form to: 
Superintendent of Documents 
Mail List Branch 
Mail Stop: SSOM 
ee eee Washington, DC 20401-9374 








